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Mr. William F. Caton
Acting Secretary
Federal Communications Commission
1919 M Street, NW, Room 222
Washington, D. C. 20554

Re: Ex Parte - CC Docket 96-98
Implementation of the Local Competition Provisions
of the Telecommunications Act of :t996

Dear Mr. Caton:

l'iECJ::Il/fED

JUL 'f 1 1996

This letter responds to the request of Mr. Stuart Kupinsky of the Policy
and Program Planning Division of the Commission's Common Carrier
Bureau to provide information on gateways and electronic interfaces
that have been referenced and/or ordered by state Public Utility
Commissions.

Attached are copies of the following Orders or Proposed Rules (and
News Releases from Indiana and Ohio) for States that have taken
action to date:

STATE ORDER NUMBER DATE

ILLINOIS 95-045 & 6/26/96
95-0531Iconsl.)

LOUISIANA U-20883 3/ 5/96
NEW YORK 95-C-0657 6/19/96
GEORGIA 6352-U 5/29/96

, --,

CALIFORNIA 96-02-072 2/28/96
INDIANA 39983 7/ 1/96
OHIO 95-845-TP-COI 6/12/96
OKLAHOMA Proposed Rules 31 7/96

RM 950000019
-"'--'---"-"""..



At a meeting July 2, 1996, the Georgia Commission extended the date
electronic interfaces are to be developed and implemented from July
15, 1996 to August 15,1996. Although an Order documenting the
action from the meeting has not been released, attached are copies of
Commissioner R. Baker's Motion for Reconsideration and relevant
pages from the transcript of the meeting. Also attached are copies of
BellSouth Telecommunications, Inc. 's Motion for Reconsideration and
Clarification and AT&rs Opposition to BeliSouth Telecommunications,
Inc. 's and MFS Intelenet of Georgia, Inc. 's Motion for Reconsideration
and Clarification.

In accordance with Section 1.1206(a)(1) of the Commission's Rules,
two (2) copies of this Notice are being to the Secretary of the FCC.

Sincerely,

... f

/JllJAk 1( (¥
Attachments

cc: Mr. Stuart Kupinsky
Mr. Robert Tanner
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STATE OF ILLINOIS

ILLINOIS COMMERCE COMMISSION

AT.T Cammunications of
Illinoi., Inc.

95-0458
Petition far. total local exchange:
wholesale service tariff from
Illinois Bell Telephone Company
d/b/a ~ritech Illinoia and
Central Telephone company
pursuant to Section 13-505.5 of
tne Illinois Public Otiliei•• Act.

LCDS ccmmunica~ions, Inc. d/b/a
LCDS Metromedia Communications

Petition for a total whale.ale
network .ervice tariff from
Illinois Sell Telephone Company
d/b/a Ameritech Illinoi8 ana
Central Telephone Company pur­
suant to Section 13-505.5 of the
Illinois Public Utilities Act.

papA

DATED: June 26, 19'6

95-0531

cONlol.
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STATE OF ILLINOIS

ILLINOIS COI01DtCE COMMISIIOB

N_ . ,:1::: P0C5 '1.;\4'";

AT.T communica~iona of
Illinoi., Inc.

P.~i~iQn for a ~Qtal local exchange:
whole.ale .ervice tariff from
Illinois ••11 Telephone ca.pany
d/b/a Ameri~ech Illinois and
Central Telephone Ca.pany
pur8uane ~o Section 13-505.5 of
the Illinois Public atilitie. Act.

LOCS commun1catiODa, lac. d/b/a
LDOS Me~romedia cammanieationa

Petition for a total whol•••le
networlc .e"ice tariff trOll
Illinoi. ..11 Telephafte Company
d/b/a Amerit.ch Illinoil and
Central Telephone Compaay pur-
suant to S.etio~ 13-505.5 of the
Illinois Public Otilitiea Act.

OIDP

95-0458

9S-0531

ccmaol.

By the Commi••ioD:

On sept....r 11, 1"5, AT'T Communicatiaaa of Illinois, Inc.
("AT.T") filed it. petition for a total local exchange wholesale
tariff from Illinaia lell Telephone Cc.paDy ("Aaaritech- or ~tne

Company- ) and ceDtral Telephone C~y (·Cetel" )_ pur.uant to
Section 13-505.5 of the Illinois Public· Otilitie. Act ("Public:
Otiliti•• Act- or -Pal-). In itl petition, AT'T .t.ted that its
reque.t .nco....... mo~ exi.tin; Aneritecb aDd Centel
noncompetitive ntai.1 "rYiee. a. enumerated in the petition;
operational aDd npport nqu1rement8, including ace... ~c Iupport
.ystema that provide provisioning. billing or network maintenance
data: tbe creation of appropriate .ciministra~ive .tandards to
ensure prcPer provi..ioning of .ervic•• by Centel and ~ritec:b; and
wholesale pricing of retail ••rvic:e. al described in tbe pe~i~ion.

On October 10, 1995, Centel filed a 1IOticm to exted tha time
pericd in which to CoIl.icier AT.T'. petition, or, in the
al~ern.t1va, to 41.-1•• AT.T'. pet1tian. After thi. motion wa.
duly briefed by tbll partie., the parties A.chad aD aIT_nt that
wa. reflected in an agreed upon briefing schedule Oft Dac.-ber 8,
1995. Pur.uant to thi. schedule, the parties utended the laO-day
deadline <applicable ~o petlticn. filed purauant to Sectl.on
lJ-SOS.S} to May 24. 1996,



9S-~45"'5-0531 (Con.ol.1

on Oceober 1., 1"1, LDDa NorlclCODl, f/k/a LDDS Coammica:ion.,
Inc., d/b/. LDDI Mee~di. CommunicatiODa (-LCDS·) filed i~s own
petition r.qu••ciDt • toeal whole••l. network service from
Ameritech aru1 centel. While .iadlu to the ATilT petition, LDDS
a180 requested that switched ace••••ervic•• be prOVided on a
wholesale b.sis. Simultaneou.ly, LaDS filed • mo~ion eo
con.olidate its petition with that of AT.T. Th18 motion was
briefed by the parti.' aDd on Da~ ., 1"1, Hearing Examiner
granted ums' tDCtioD, thenby c::-.o11c1acJ.ag Docket 95-0458 (ehe
AT~T petition) and Docket 95-0531 (the LDDI petition).

on February 5, 1"', a beaZ'iatr __ he14 in this matter. At
that tirae, the part1.s tiac:uas. ~ Deed CO file additional
testimony addressing the ,ecleral Telecollwaications Act of 1996
(• fecieral Act·). The HaU'u. _iDeZ' FUtecl le.ve for the
p.~i.s to file su.pplellelltal tinct ... "'~Dtal rebuttal
.ee.tiJtaOny to adcIz'e.. cba pot_e1&1 1Ilpact of ~ fearal Act on
th.se procHdift98. As a result, eM pu't1H ap'•• eo continue the
matter until March 11, 1'" aDd to f~ .aencl the date for
COlftlllis.ion decision in thi. utter uDder lect10D 13- 50S. 5 of the
POA until June 26, 19'6.

an 'ebnazy 20, 1'.', MrS lllcal_~ of Il11Dai8, IDC. ("NFS")
filed a MotioD to Di.-i•• LDDI' pecitiOD iD light of the federal
Act. After haariDg the Z'e8POft8e' and repl1.. of the parties, the
Hearing Examiner cleaied NFl' mot1011 on April ", 19".

The following partie. ha~ inceZ'ftDed or eDeend an appearance
in thi. proceediAg: AT.T; LDDI; AMritecb, CUtel; SOutbw.stern
aell; Mo~ile Sy8t... , IDe. d/b/a Cellular ODe - Chicago ("Cellular
Ofte"); Citi... Utility aoard ("c:ua") , c:ra JIoRb Incorporated
("GTE"); LeI I.~.ftlAciou1 T.lecoa COI"poraciOD ("LeI II); Cable
Television aDd e:e-wu.aati0B8 .....i.tiOA of Il11Doi. ("CATV"); the
People of COok CcNaty ("c:aok COUDty·) , Illi.noie COD801idated
TelepbcM COIIlP.-y (" IC!C·); VA e:_dAiaatiaaa, IDC-~ ("U."); TC
SyeteM - 11111101., lJac. (-TC Iy8t_·); Tba Il1inoi. Independent
Tel.phone Aa.oc1a~i.. C·trr.l·); Tbe Teleo.IE,nicatiODa ....llere
~.oci.tiCD; MrS, ~ AC~OZDay Qeae~ of eba It.te of Illinoi.
(the 'lAG"), c..liclaeact CO_'·ic.~i.., 1Dc. (-C:CI") aDd pes
Prirneco. III adcUe1Oft, the Itaff of tb. Cca.1••1cm appeared in this
proceecU.nv.

HeuiJ198 wen held. iD ehi. proc.ecliDg bafen a cluly authorized
Hearing Examiner Oft OCtober 10, Deeember 4, 19'1, February 5, and
March 18-20, 1"'.

The zoe"'" .... -ar'" -Heari ... 'faJcea· by e_ Hearing
zxa8iDer OD~ 20, liN. The Aeon of thi. proc."UDg corwist.
of the te.tillDllY of: ••". "itn..... foZ' It.ff; five .it..... for
ATiT; one vitn••• for LDDI. nine witD..... feZ' Ameritech; two
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witne•••• far Centel; one witne•• for GTE; one vitne•• for MCl; two
wien••••• for TC Sywt... ; one witn••• for MFS, one witne•• for CUB:
one witne•• for Cellular One; and one witna•• for t:he IITA. These
witness•• will be identified where appropriate.

Inicial bri.f. were filed in t:h1. proceeding by AT.T; LDDS:
Ameritechi Staff; MFS Intelenet; TC Syat...; CUI; tCTe; the IITA;
Cellular One; Mel; Cencel; and the '1'eleca.NDication. a••ellers
~.oci.tion. ..,ly brief. were filed by AT~Tl LCD.; Ameritech:
Centel; Staff; MFS; Teleport; e:t1Ii CCI; Mel; and the
Telecommun1cation8 Ra.eller. Aa.ociation.

Br:i.efs on Bxcept:iODa and rep11e. t_nto were filed by
Ameritech, AT.T, LnDS, Staff, Ceneel, ceI, CDI, TC lyse... , Mel and
MFS and were giveft due coftlli4eration in tlUe order.

Both the A'l"T aDd LDJ)I peeitiou wtlA filed pur.uant to
Section 13-505 of the ~ which provida. a. folloW8:

13-505.5. ...queet for rutw ncmcOIIIIpetitive
.ervice.. Any party may petition the
C:01IDi••ioa to reque.t the provi.i_ of a
nonc01lP4ltitive .ervice DOt C\&ftuely provi.s.d
by a local exchange carrier wit.bin ie. service
territory. Tbe ea-u.•• iOll .ball graDt the
petition, proviclecl ~ha~ it can be deama~ra~ed

that the provi.iolU.ft9 of the requ••ted service
i. eecbnically aDd economically prac=ica»le
canaiclering clamand far the ••rvice, and .....nt
a finding that proviai= of tha .ervice i8
otba:rwi.. COlltrary to the public intereat.
The Commi••iOft ahall render it. deci.ion
within 180 days after the filiAg of the
pee1tioa unle.. extenaiaD of the tim. period
i. ...... to by all the partie. to the
proce.aing.

AT.T i. reque.ting, pur.uant to Section 13-505.5 of the PttA,
that the C~••iOD require AMeritech and Ceatel to file separate
whole••le tariffs tor the following: (a) all exi.ting Ameritech
anc! Ceneal retail .ervice.: (b) operational and support
requirement.; (e) adminiatrative atandardl for quality of .ervice
•••urance i anc! hi) whele..le pric:iag. AT'T baa providad a
met.hodology far calculating a whole••le pzrice wlU.c:b re.ults in
approximately a 1St cU..count off of the exi.ting reeail ra~.. for
Al:.aritech and Cent.l. A:r.T petition at 2-5. AT.T further requests
that the whole.ale tariff. be applicable to all of Ameritec:h'. and

-3··
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Cental' a axc:ba:nge. in the state. ATIT'. petition alac requeats
that Amaritech and Cancel previae aut~tic routing fcr cer~.~n
service. and ace... to Advanc.d Int..lligene ••t.work ("AIN" )
services.

, The IJ)DI petiticm differ. f%'Ol\ the ATfaT pe~ition in t.hat under
the LCDS "plat!ora- propoHl, the new eDtrmc would be Able ~o
acquire the underlyiag Datwork .1_Dt. or f\lllCt.ionalitiee in a
manner tnat allow. the new entrant too fraely cOllbine ele_nta and
provide servic•.

LDDS r.qu••ta that. the ba.ic cCMllpOlleDt. of the local exchange
network, i.e., the loop., the _itch, ucI local call tanlination,
be macle .v.il.»l. t.o c.rriere for purcha.. ao tlIa•• al_ne. may ,be
combined and utili.ad to provide local --=haage, exchange accese,
and other telec~ic.tioM.er.v~e.. '. In COIltraat tc AT~T which
•••k. the ability to purcha•• ,._ri~.ch'e ad centel'. retaii
••rvic••. at • whol••ale price for the P\IZl'b.. of re..l., LnDS
r.que.t. a 4iffa~ent option, to be ~. to purcbaae the unclarlying
network, f.ciliti.. , ecpipMllt, and 1'81.ced n.p,on.. to eDable LDDS
to de.iift aDd offer it. 0Wft loc.l axcba:nge, exchwnge .cc.", and
other servic... Simil.r to the ATIT r.....t, ums ._ke acc••• to
the u.. of the iDCUllbeDt local .xc__ curier' a "LEC'S"
operational int~aca. and ~rt -vat... for data tran.fer and
administrative rttqu.i~l1t., to .llIIure the pa-oper aDd high-quality
provisionift9 of local ••l'Vic:e at parity with the service che
incumbent LIce provide themeelves.

Staff, in tum, hu cteveloped • vaniOD of the network
platfor1ft appl'Oecb wht.cb fecu... an UDbuDdl!ag of the Local
Switching 'latfoN (·LSp·). Iotb U1DI uti AT.T have endorsed
Staff'e propotlal aad 8\1PPOZ't Staff'. rec~.ciOD that the LSP be
puraued in a follow-em proc:..d.iDg. Mel a1.0 baa aupponed the
plaefor1ft propo••l aad baa offered further daftait1cn of the local
switching component.

There va. ccaaiclerable di••gr~t becween tba petitioners
.nel Ameriteeh ad OIIItel r_r4ing tb.a legality of ATI&T's .nd LDDS'
reque.e. ~r "eciOD 13-505.5 of ~he Pal. With the p..sage of
~he federal Act, tbe i ••ue of che l.gality of the petition. h.a
bec:oma illCOlUl....t.i..l. There ia DOW no que.tiel! that the
incum.bellt LIe. -- AMritec:h anel c.ntel in tb1s 1rlatanc. -- have the
duty to prcw!de whal••al. rates for their retail ••rvice. UDder the
federal Act. Tbare i. al.o no que.tiOll that ~ritech aDd C.ntel
have • duty to PJ'OYide network .1aMllt. 0l'1 Ul u.Db\mdla4 balis.
Amerit.cb aDd enc.l agree that they are ntqg.t.nd to do so.
AccorcUngly, t.he 1.1N.. .ddr••••d in tb1. Ordar w111 * for the mo8C

part, involve legal interpretation. of specific l&ftV\lage in the
federal Act.

-4
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II. m .DBX_ gr ,.QI••t,p/1lDU, DleI'

More than any other i ••ue in ehi. proceed.ing, our Commi••ion' &

decision. with respect to the pricing of whole.ale ••rvi~e will
have profound efface. on the local exchange markee. The price set
for whole••l. local exchange aervic.. will dictate whether
eompetitorl choo.e eo enter the local exchange market via resale,
as a facilitie.-b••ed carrier, or not enter ehe market at all. The
Commi••ion mult dacicle this matter in such a manner that best
.erve. the public inten.t while balancing the intereet. of various
market participants.

The commi••ion':;.. cognizant of the fact that if the wholesale
price i •••t art.ifici.:.lly -·.igh, then eompetitor. may be .di.couraged
from entering the loclll e"c:.j;\Sftqe market, even if they could provide
retail component,,:; IIOr8 e~fi.ciently the the incu.mbent LEe. As a
re.ult, the ift~nt LIe would not face co-petitive pre••ure to
reduce retail co.t. &ftd. IIOre efficient provi.der. of retail' .ervices
would not be able to p~ida th... Conver.ely, if the whole••le
price i. set artificially low. ehen ccepetitore would be
diacourawed from beco-1ag faciliti•• -ba..d competitor., even if
they could provide faciliti.. -ba••d ..rvice. more efficiently than
the incumbeftt LaC. All. result, th•••••rviee. would be prOVided
in an inefficient manner. In addition. the low wbolesale price
would have a negative impact on the amount of inve8tment made by
the incumbent LlC. in their underlying local network.

A properly establi.hed whole.ale/resale market would require
all firtU to compete Oft their ability to provide retail lo~al

exchange .,ervic•• , vbile pre8erving any efficiencies to the extent
pre.ent. Any dec1aioft by a re••ller to enter the local exchange
market .hould be cI1Ipmdeftt on it. ability to c~te ill that market
ba.ea on the societal co.t of provicling the retail component of
local exc:hanp _nioe. Such retail competition will oecur if
other carriers can be IICre efficient at providing the retailing
function of provid1ag loe.l exchange service.

~he Commi••1on i. of the opinion that a properly e.tablished
whole.al./r•••le ..rket would place competitive pr•••ure on both
the inCUlftbellt L8c., as well •• new entrant. into tbe local exchange
market. Thi. pre.aure would b. exerted ift terms of price, cost,
and s.rvic. quality. In addition, a pZ'Optlrly e.tablished
whole••le/r••ale ..rket would preserve any po••ible .ffi~ienci•• to
be !Jain.ci froa .il:\aAl:iOll8 where there ..y be natural rr.onopcly
condition. in ebe underlying ne~wcrk of local exchange .ervice.
However, the Ca.ai••ioft al.o i. cogniaut that new technology and
innovation in the actual .ervice proviaioning will take place only
as facilities ba••d competition evolve. .- although pure resale

. S .
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competi.eion 'hou.ld noe be written off ju,e becauN it may not be ..s
benefici.al a, facilitie.-b••ed coaapeeieicn. Whele.ale/resale
campeeieion will pue compeeitiv. pre••ure OIl both retail rat.•• and
quality af .ervice. Whole.ale/resale compeeitioft i. also a first
.tep in an evolving marketplace that will eventually involve more
facilitie.-ba.ed compeeition.

I. '1M MI'N .t·..·" .,d c:uc "'i. Cpl' !lMl"'l,
Ilme• ,

Tba Commi.,ion'a interpreeation of lection 25~(d) (3) of che
federal Act ia the .ingle mo.t 1111pCr1:ant i"ue before the
Commi8sion in this docket. Thi••eceion providea al follows:

(d) PRICING STANDARDS

(3) WnLEIAI.I PRICES FOR TaLlCClII..tQATIO.S
SCVXCl: ;- Par e1'1. pw:po••, of .ection
3S1(c) (4), a State commi••ioa .hall determine
whol••ale rae.. on the baai. of retail rate.
char••d to .~b.cri~.r. for the
t.lec~nicat1on. .ervice reque.eed,
exclud1D1 the portion thereof attr1butable to
any 1IU'lcatiDg, »illing, coll.ct!., aIlCl otber
coat. tut will be avoided by tbe local
exchange carri.r.

As disculled below, the interpretation of this Section varies
markedly.

With reapect to the pr1C1Dg .tandard aDd tbe co.t la8i. for
Wholesale Service., AT"T contenda the f~l .Act provide. specific
direction on haw tbe prioea for wbol••alr I.rvice. are to be set
and pre.crUMa • Mthodology for e.ta.bliab.1Dg the LaC.' COlt basis
for whol••ale prin.. Aa nch, AT"T COllt.. tbat the record in
this docket CODtata. adequate information for the Coami••ion to
order specific whole••l. prices.

AT'T witne•• Dr. Selwyn pre.ented a Mthocl of ....uring
avoidable co.~. baaed on accounting data for ~tailiDi functions.
This approach yielded. d1acount of :ZS' froa retail pric.. (,lUI an
additional incanti" 4i.8COunt of up to lOt foZ' operat.ional
interfac•• that are DOt yet at parity witb·the LlC'. ow.D ratailing
operat.ione.) Dr. Selwyn te.~ifiecl furthar tut tlli. method i.
fully cODal-atellt w:lth the laA9\lage of tM fec1aral Act. ATliT
concede. that this _tbacl va. general in nature beeaWle it develops
only one percentage equally applicable to all .ervices; tne

c... ~ '.
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approach was propo••d by AT.T for use until mere daeailed cost
analyses could be completed.

The final po.1tion of AT'T in this revarei, ba••d upon the
completed record in chis deckec, i. that a .ervice-specific
development of whol••ale price. can be achieved. Specifically.
AT.T endorse. the QEQ~ contribut.ion methodology pre.enced by
Staff, discu••ed below, implemented at the rate .1...nt-8pecif~c
level and with certain additional service co.t adjustments. Or.
SelwynI. analysis doe., however, provicle corroboration r~f the
overall result reached UDder Statf's mathod.

With r ....ct to whetber Seaff' 8 method .bould be applied on a
"individual service element- ba.i. or a - ..rvic. family· ba.is,
AT'T maintain. that a _thoe! whi~h .'wquely tr.ate individual
service element. is superior to A ~tbod which applies di.councs
broadly to enti" ••rvice::••ili.s. An iX¥!ividual .ervice element
approach avoids unnece••ary .and uncle.ireble v.riation in the
contribution _rg-in batween the corr.IIpOnd1Df whole.ale and retail
veraion. of the ......rvice. Such an appZ'Oach, AT5:T contend., is
a180 conaiseeru: with the fadllral Act, which de.cribes the wholesale
rate calculation met.hodology for "the telecommunication. service
reque.ted ... ", Section 252 (d) (3) of the Act. (Emphasis added) .

Regarding additional ..nice co.t adjust_Dte, AT.! agrees
with a number of the adjust_nt. advocated by Staff. With respect
to maintenance expen•• , AT'" encien•• leaff' ••dju.t....nt to effset
Amerie.ch'. claim that maintenance expen.e will be higher in a
whol•••le enviroftlllant. AT.T al.o agrees with Staff'. proposed
adjustment of mail1t.eDance expense and AccOUllt "23 (Cu.comer
Service Expen•••) .

In addition, ATlrT contenda tbat in cenain iIuItance. Staff's
adju.tment. did not 90 far enough and that additional adju.tmenc&
in Ameritech'. coat data were needed to arrive at a correct and
rea.onable _1\01_1. di.cOWlt. First, with respect to
uncollectible expeswes, ATlaT propo.es to remove tbe varied and
unrepre.efttatiYe collection of customer type. eQftaid.red by
Ameritecb aftd, rather, to baae the calculation on actual experience
with interexcbaftge carrier. (" IXC"). ATilT explain8 ~hat given the
nature and qualifications of re••llerl that will be certificated,
the reault will be uncollectible expenae more in line with
experi.nced w1cb IXe.. Second,.e to adYertiling "Mea, AT&T
contend. tbat th••• ~.e. should be reaoved Cltirely, in chat it
ie n.ither nece••ary nor appropriate for .llleritech to adverti.e and
promoee es.ential monopoly whal••ale eervice. co in!o~d re.ellerll
who have no opeion but to rely on .uch input. in order to provide
their own 8ervie... While Aawer1tech may choose to advert.i.e to its
captive cu8tOt'Aerl, recognizing remaining acivert1.1Dg expenses
e ••entially amounts to eharging c:ust.01fters for the privilege of



NC.013 P012/04";""

95-0458/95-0531 (Consol,)

be1ng captive. Thud, w1eh re.pece to jo111t and adainistrat.ive
coses. AT'T c01'1I:en48 that .everal _jor are.. of cost would be
avoided in a large-Icale .hedding of recail activity by t.he
incumbent LlC. axa-.l.s of ta.l. caecs include bUilcSing.,
vehiclee, cOlllp\lter .qui.,.ent, furniture &DC! U't-ork. per.onnel and
other'as••t. and function••upporting retail operation•.

A further aDd illlpOrtut area of cc.t "jut_ne needed
according to AT'T is the retIOVal of 1.,1_lltati.on aDd adciitional
ongoing coat. in co=ectiOft witb. the proviaiOll of wbolesale
••rvice., AT.T a.rgue8 that the fecleral Act .,.ake only of "co.ta
that will be avoic:led" and lWlke. no Mnt.ioD of any new or additional
coat. that aight De inc:v.n"ed. Allow1Df ew:h coat. to be "nett.ecS lI

against coet.s • that will be .voi....• -ov.ld be tantamount to
re:rerting to 1;8•• of r.CUZ'D r-.w.atioa aDd a 1Ie__ of guaranteed
cC' ~ r"" ~ :,~eJ;'Y'0. ,.TaT, reS:OIIIend. c.bat ~y ·oae t~" coate incurred
b' ~he ·...~~t t.ac: for 8J,U't-up 1IIiotific.tiou to ay8tell\ll to
ae .,JIIIIl".' 1...te the pl'OVisian of wbol_1e Hrv1c•• , to the metent they
are recog'Zliaecl at all, De recovered froa all ntail providers.
inclUding tha iDC'''Ibeftt U:C, in proport.iOD to eacb provider' a ahare
of the retail market.

S;a!f

Staff take. the potIit1cm tbat variou. iDtarpretation. of
Sect.ion 252 (d) (3) are poaaJ.ble .... Oil the pbl'a.s "excluding the
portion ehenof .t.t.ributable to- and -em the ba.i. of." Staff
contencla that "em the baai. of- i. not the a_ aa -.qual to."

Staff'a iDte~tatiOD of the federal Act: allow. the
Commi••ion full latitude in setting wbele..l. pr1ces beyond the
minimum require.nt of retail price 1... avoided coat. It
reeolllntlnda that tae Co-i••iOD .et tbe "bol...l. price equal to tbe
ret.il pric. le.. Det total as.i", coat ( -TAC·) of retail
functloM 1••• a pZ'O rata sun of ccmtrUNt1cm attributable to the
avo1ded retail ONca. Th1. approac::h attri.but•• a pre rata .hare of
contributiCD to ~ avoided retail fuact1.... ·cantrihution" ia
the d1ffereace bet-.eD the retail petc. ... the LoDg IuD Service
InerelDencal CCMlt (-Laale-). staff clafisaea Cc.cA coata .a the
eo.t. thae are C~D to • carrier tbat are Dot airectly
attributable to ally particular .ervice. Joint coat• .-aDwhile, are
the coaca of a ""ice t.hat occur in tba prociw':ticm of two or more
.ervie... Itaff 81M agree. with ehe CDIIIpUly·. defiftitioD of Total
Aaaigned C08ts ( "-rAe:.), whicb ie t.he LIlIIC of a HZ'Yice plus
administrative ... abared coses belonging to a particular group of
••rvice.. TAC CaD al.o be explaiDed a. the LISle of a group or
family of ••rv1c••.

Staff argue- that Section 252(4) (3) all0W8 atat•• lat.itude in
setting whole.ale raee.. It further &rg'Ue. that, hiatorically.
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faderal lagialatioD hal .et forth ;.naral guidalines or
requirement. aDd requires regulatory avencie. to expand on thOle
guidelines. Staff contende t.hat. the language "en the b••i. of- and
"attriouta))le to" d~ regulatory guidance. As an example,
Staff cite, Ameritech'. position that the federal Act would allow
identifiable incr....nt.l COlt. to be inclw1ed in the calculaeion of
avoic:led coste bltc:aWl. "on the basi. Qf" does not maan "equal c.o"
and, aleo, ·other regulatory policy objective." permic.s il: to
recover its co.t, of providing a .ervice.

Staff has agr..a that recurriDi incremental costs should be
includec:l in c:ietermining the whole••le pric. for policy rea.anl, not
becaus. specific language contained. in the f"ral Act maDelat•• the
recovery of incremental cost. to provide whol•••le .ervice.. The
phra.a, "[0] ther regulatory policy =jective.· also support Staff' II
~ uta share of contribution Mtbod. Staff .tat., that the
incumbent LEe. ClUmot have it both ",ay"': ~:-:JU* ~r..,,,,: the. feeleral
A.et. support. recovery of incrementaleosts e:! ..Jt'oY~ wacle••le
.ervice., but not the allocation af a pro rata s~e;of ccntribu­
tian to the avoided coat.. Staff contellda that if the feeleral Act
can be 1ntezopr.tecl to pem1t recovery of 1nc~tal coate of
providing whOl.s.le "l"Vic•• (wbich Staff support.), then the same
argument••UppClrt Staff' a propo.ed pricing ..tbodolOQ'Y of a.si9l\ing
a pro rata .ban of ccmtribut ion to the avoided coata. The
Conni••ion al80 ..y interpret the term •att~i_tabl.· to permit the
attribution of a pro rata .hare of contribution to the avoided
retail functicm.. Thia is the _tbod Itaff u.e4 to allocate, or
attribute, a portion of .bared coat to wbol••ale an4 ret.il
.ervice. in ordar to calculate the whole.ale pric. of individual
servicee.

Staff aZ'f'M8 that there are two policy r.a.on. Why the
COftIfti.siol1 .hould adopt it. propo.ed pricing aethodalogy. The
first reason i. eccao-ie efficiency. Itaff ....re. that simply
.etting the whOl...le price eq\lal to the retail price le•• directly
•••igned avoieted COIIt wallet DOt allow for effective catlpetit10n in
the retailiDg of local exctuaawe ""ice. Specifically, there would
be insuffici••t -.rgtn. between retail price. &ad wbal••ale price.
for the re..ll~ to compete, because the coat that a r •••ller ha.
in provicling retail ••rvice would be greater thaD the clirectly
••signed ·avoided coat" of the incumbent LlC. Staff ••••rt. that
it ha. beaD .tated by AT.T and other new LaC. that the rang- of
discount. off.re4 ~ ~riteeh on • net avoided coata basis would
not allow tMII .ufficient _rgin. to recover their retailing cost..
of providi.ng local exchange ••rvi.ee. Provicl1ng r •••llerl of local
exchange .ervice aD cpponunity eo compete wbere eccnolftically
fea.ible will promote efficiency.

Staff argue. for equity •• tne sec:OQd r.a8OA. Staff contend.
that by exclucling a pro rata .hare of contrilNtion in the

- g~,



NC . 013 P014'0·r

95-0458/95-0531 (Ccln801.1

determination of _belea.le rat... whol••ala cU8~omara would pay a
gr.aeer mark-up on incr...ntal eoat than would retail cuatc)mers.

Seaff ••••rt. that t~ ..tbematical fo~l. for calculating
whole.ale price. can be written in a lII&IUler that Mt. the wholesale
price equal to the retail price 1••• ftat avoided co.t, lese a pro
rata ,hare of contributioft. For example, the general formula for
Staff'. methodology 1a ae follows:

PCw) • TAC(w) + [[per} - TAC(r)] * TAC(w) /
TAC(r)] .

Thi. equation can be rewritten in the following manner:

PCw) • per) - [TAC(r)-TACCw)] - ['(r)-TAC(r)]
• [l-TAC(wl/TAC(r)].

IcC Staff Ex. 1 ..0. at 9-10.

In add1ticn, Italf ccntenda that tbie ..thad of calculating
whol••ale .rate. furthers the goal of the tedaral Act in promoting
competition aDd opening the local telecommunicatioD8 market.

Staff -uta1u that it. PropoIIed wiID1...1e pricing
methodclQIY for whole..la local luvic•• i. baaed on tha whole.ale
TAC, which include••bared coat. aDd tbe Laale of the ••rvice And
.ete an appropriate ralatiOll8hip bet_a wbole.ale and retai.l
ratea. S~aff atat•• that re..llar. will c~ te enter the local
exchange ..rke~ via ra.ale baaed on their ability to compete more
efficiently a9ai~~ ~be LaC'. retail .ervice.. Facilitie.-c••ed
carriers are mak1ftg deci.iana to enter the local exchange market
ba.ed on the extsting rate .truceure of ~be iacumbent LlC., wnich
may be inefficillllt, •• well •• the coat of pnv14ing local .ervice
and delftud. ODder Itaff'. pricia; methodolOlY, the whole••l. price
ie .et rel.tive to the retail price which will Det bias entrant8 in
their deci.ion to enter ~he re••le market or the facilitie.-be.ed
marke~ . Staff..... that .iftce tM i~t LEe: would reeeive
the e... perctlll~ ark-up on wbole..le ••rvice. .s retail
service., the vbol_1e LaC would have ~be _ incentive to inv•• t
in ita underlyiDg network on a wnoleaale basi••• it doe. on the
currant retail baai•.

Staff'. P""GII.- pricin, methoclology will reeult in an avera;.
diacount of 20.07' if the ..thodolOfY i. applied to an individual
.ervice level and • 1'. '3' di.coUDt if applied to the family
service level. Mo.t of tbe avoided coat. are fOW1d in the TAC or
shared and adminilttZ'.tive coata leval. of a gZ'oup or family of
servicee and are .bared allen, thoM ••nic.. contained in the
family. In order to calculate a pro rat••~ of contribution to
subtract out of the avoided costs, one must allocate those shared

-10-
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co.ta ba.ed on a factor. Staff believe. that it i. re••onable to
u•• relative LRSIC. to perfonl such an allocation. This proposal
is the s." method that i. u.ed by the CotBi••ion to calculate the
aggregate revenue t ••t for services cla••ified a. competitive to
aetermine if the competitive .ervice. are recovering their share of
facilities and expen.... III 220 ILCS 5/13-507. Staff recognize,
that any time abared. or cc.mon co.t. an allocated to an incUvidual
••rvice lavel .cme degree ot arbitrarine.. i. involved because
thoee co.t. are -common" or ".hared.·

Staff eontencla that calc:ulatiq wbcl...le price. ~.ecl on its
a••ignment of a pro rata .bare ot contributicm .t tna fallily level
remove. the arbitrariDe•• of allocating the avoided .hared cOSts,
admini.trative coat., and contribution to 1DC11vidual services.
However, it arguea that such a metbod igaore. the retail to LRSle
relationship that i. currently embedded in the retail rate
.tructure. Thi. is becau.e r ••e11er. will be inducee to purcha••
••rvice. in an inefficient manner ~caU8e the wbcle••le p~ice ~~ill

not correspond to the retail rate .truc:tuZ"e. Thi. will re.ult in
Doth und.r- and over-utilisation of re.ource., c!epenc!ing on the
LUIes at wbol••ale ••rvice.. However, UDder Seaff' s propc.ed
methcd of a••ipiDg sbared coats I cOllllOft co.t., &Dd cOIltribut ion to
the indiviclual Hrvice leval, re..11er8 will pay tha aame per­
eentag. mark-up that currefttly axi.~. an retail services, allowing
tor efficient competition.

St.afl rec~ tbat the Cca.i••iOll require Anteriteeh to
calculate whole••le prica. baaed Oft Staff'. priciDg _thodology of
rela~ive whol••ale aad retail TAt: .tudi•• , inclwling applying Staff
wi~nes. Webber' 8 coat adju.tmentB for an individual aervice level .

•
All .upport for it. iaterpreeaticm of section 252 (el) (3) I Staff

argue. that the ~nt LIce .hould DOt be all~d to pick and
choos. wbat, if IIDY, co.t will be avoidac:l OD a whol••ale baai.. If
the i=~mbent LBe. went allOWltd to _ke such. deci.ic=, tben' there
would be no re.eon for atate commi••ions to eet wbol••ale rateB.
S~aff ••••rt. that t~ iDcumbent LaC. would jU8t .eata what cost
they would avoid aDd ••t wholesale pric... under this acanario,
the incumbent~ would set t.he whole.ale rat.. aqual to or above
the retail rate. in order to protect their local exchange market.
Clearly, it ia DOt the intent of the federal Act to for.atall local
exchange competitiOft.

Staff di.a,..... with ~ritech'. contention that the whola.ale
price. sbould DOt be cletel'lllinad ba.ed OIl the volu.e ana term
di.count. in the Neail raee.. Any d1.count. included in the
retail raee .tructure ...t be applied eo tbe whole.ale rate•.
ot.hervi.e the -hel••ale rates would not be calculat.d "on the baais
of- the retail rat••. Section 252(d) (3). Itaff .... no re.son
why Amaritech would be required to run the uaage data through its

·11'
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.yet.1Il ewice in order t.o apply t.he retail volwne eliacount.. or, if
that ia the ca.. , wby that would be • r.uOft not to offer whole.ale
volume discounta in accordance with the require.-nt8 of the federal
Act.

In an affort t.o enaure tut. Centel'. whole••le discQune.
reflect avoidaDle retail1Dg coata CD ...rvice-by-.ervice basis,
Staff racOftllMlnded. that CeDt.l'. eli.counta (ill peS'c.ru:age cerma) be
.at equal to thoae tiiacowu::. offered by ~ritech until the
appropriate atucUa. are cOllPletacl. In aupport of thi.
recommendation. ltaff atated tbat it. wbDle..le pricing plan was
d••1gned to ea.uze tbat discount. aze retl.~tiva of avoided cos~s
on a ••rvic.-by-aeZ'Yice baaia and that thia iDterim aolution would
be more conai.tent with ita pricing atructure tban Centel'. flat
rate propoaal.

In the .'trclnt t.h.~ .... ::z· ~ illt ~ri. priciD9 propo_l i.
rejected, Stat! .:Jtat ..8 t": ""..fttc:l'. FDC coat .twlie. be modified
before the flat rate diacoUDt 1. applied.

MtrH;.;h

Meriteell upe. cut wbol.H1. nt.. lIhou.ld 1Ma ba.ed on
"avoided co.t.-: that i., retail rate. 1... the urkating and oeher
coats which the 1nC\lllbellt carrier will avoid .berl pravicu'ng ••rvice
to reaellers on • wbol...le baa1., rather thaD to end users on a
retail baaia. It CODC.ada tbat uae of aD a90ided coat t ••t will
enaure that COIIIP8titioa 18 efficieAc. leeauae retail rat.. are
cU.counted Ity the .-:nmt of tha ~c. cUTier' a retailing
coaea, avoicted. COtIt p~lciD8 tIft8\I%'8. tbat only cOtlPltitor. which can
provide tbe retail fUDctiOD equally or more efficiently than the
incumbent carrier ue encouragred to eater. ~itech alao contend.s
thae avoieSe' coat prieiDtJ elllNre. that iD.CNllDent LlC. ~an continue
to inveat in 1Jafngnctura, beea.. it pnHnaa_ tbe exiating
level of coatrUNti_ froll tba iDC:UlllMmt taC:a' .."le.a n••ded. eo
cover other openti!ll coat.. Piaally, ~riteeb statea that
avoiclecl coat. p~ic:iIIg _tbodclogy eD8\IZ'tUI that there ia no net
change ill the ca••citi.. relat,1cmahipe .... tbe varioua providers
in the _~ketplac•.

Alleritecb atat.. tut it baa taken the poaition that the
fedaral Act codifi.. this pricing methodology. Mr. David H.
Gebhardt, Vice PnaicleDt I.eg\llatory Affain for ~ritec:h te.tified
ehat Ameritech, baa "t.~aed ita -aatb-to--onth wboleaala rates
by applying thi...thodology. The marketiDg, billiDg, collection
and other Ntall coata incu.rrecl by the CoIIpUy, l.a.- n.ew co.ts
incurred t.o provi.de _rvic:e Oft • vb.ol...l. baai., wen ic:lentified
anel .ubera~tecl fZ'Oll exiatt.. retail rat... ~, the COIIIpaDY'.
propoa.el rat.. are di.counted by tbe a~t of retail coate which
it will avoieS. Mr. Gebhardt atated that the average,
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month-to-lftCI'lth eliscount resulting frOftl tba cOftIP&1\Y's methodology i.s
6.8'. Ameriteeh later modified its position to reflect acceptance
of a Statf coat adjustment which resulted in an overall discount of
8.47'.

Ameri tech oppo.ed Staff's recommenclat1on to diacount rat••
further to achieve a pro rata level of contribution on whole.ale
se~icea. AMeritech atated that the ftnAnc1al affact of Staff's
pro rata approach wa_ aw:.tantial. The bulk of the difference
between the CompanY's propo.ed diacount rate aDd Staff's proposed
discount rate of 1'.63' - 20.07' ia directly attributable to this
pro. rata pricing formula. The Ca.paDy .tated that contribution is
not profit, but rather is coat ncovery. Mr. C1ebhardt explained
that, Decaua. LI..IIC atudi•• identify forward-look1Dg COlIC. that are
incr....nt.l to iJlcU.vidual .ervice. baaed 011 the IIOst efficient
techDolcgie., LlSIC co.ta c.to not c:cme cloae to recovering the
Company' • total coat. of operJlt:i,on. The Company's cost. lot
covered in LRlIC studies tall into t~.. 'categories: (1) 8h~red
coatsi (2) co.-on co.t.; and (3) re.idu.l. He explained that the
Company's rate. have traditionallY been .et to generate
"contribution" above LISle levels to perllit it to recover it.a total
coaea of operation.

Amaritech COfttucled tbat Staff'. pro rata methcc!ology wa. not
consistent with the plain tel'll8 of tM feeleral Act. Sect ion
252(d) (3) of the federal Act require. that whole••le priees be
established by eubtractiDg .voi~d co.t. free retail rate.. Mr.
Gebhardt t ••tified that IKtbematically, thi. pre••rve. the aDBolut:e
amount of eofttrilNticm produced by wboleaale rate., Dot the pro
rata amount. All AMritech witMS. Dr. MacAvey al80 t ••tified,
proper applicatiaa of the avoided cose pr1ciDg leaves intact the
contribution level. generated by the in~t carrier'. retail
rate•.

Ameritech alao c:cmtencled that Staff's argument that
c:ontributioft CaD be COMiCSered "attributable- to marketing,
billing, colleetiOil aDd other eose. avoided by the I.aC wa. wrong as
a matter of face and law. Mr. aebbamt te.tified that
contributioa i. ncovered in rate. in varying proportione ba.ed on
pa.t regulatory prieiD9 decisions d••igned to achieve • wide range
of policy objective., not in any fixed relation.hip. Meritech
pointed out that eOllllOD and residual co.t. are not con.idered
"attributable" to .ervices under relevant eccnomic principles or
the Commi••ion's coat of .ervice rule. The Company alao pointed
out that thil Caaai.••1oll baa c:cn81ltently rejec:tecl cOlting anc1
ra~emaking policies like fUlly Di.tributed COating wb1cb allocate
common and re.1dual cost:. to .ervice. in f.i.xect pl'oport1on., cieing
the commis.ion's order on remand in Dcc~t .'-0033.
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~r1tech .t.ted that C0ftP'... clearly intended that avoided
coat pricift9 d1nc:eive ha". -anift9 and that, if Congre.. had
intended the latitude which Staff claim8, section 252(d} (3) would
have been written entirely d1fferent. In Ameritech'. view, the
effect of Staff'. interpretation i8 to write the clear direction
provided in Section 252 (d) (3) out of the .tatute.

Amerieech aleo contendacl tbat Staff'. pricing approach was
contrary to the public policy objective. O\Itl:LDed by Staff and the
other Partie. to thi. p~iftg. MJ.". Qebb·Z'dt aDd Dr. MacAvoy
explained that it eDcourawe' entry by iaeffieiemt competitors by
making entry attractive for cOMpetitor8 which pzavida the retail
function le•••fficiently tMll the illC" t carrier. Altho\.lgh
Staff coatended that pEOrating coaeribueiOD nec••aary beca\.lse
the IXCa aeedtld add1ticmal t'lU'gUl w1th which to cQllPete, the
company noted that the IXCa had prea.nted DO data whataoever on
th.ir expected r-tail coata or aw.batutiat.acl in any lD&nner that
additional di.counte were required to ~over ~.e co.te.

Meritech al.o U"g\&8d that leatt'. approach would .bia. the
playing field in favor of re••ller.. ~r1c.c:h contended that,
under Staff' a approach. r •••ller. will be able to sub.cribe to
whol••ale service. at larve di.count. with virtually no financial
or operating ri.k.. In cofttrut, faciliti..-bl••d carriers,
compani•• ·liJce Mr, enci TC ay.t_, ...t -.Jce illve.tment8 in
equipment in blocks of capae1ty and caaaot dowDal.. if their share
of the marketplace is .1ow to materlali.e. ~tec:h further noted.
it would enter into volume aDd ten avree-nt. rith re..le carriers
that would provide e=sCutially higbar dt.count. (e.g. 1$-20\)
uncler volume aacI ten a,reeMftt.. . 'DadeI' the.e arrangements,
however, the CCIaIp&IIy explained that the ntHller ia accept inq
higher operati, and financial ri.ka that are more comparable to
thoa. faced by aciliti•• -ba••d carriere.

Ameritech U'lWtd that eben i. no ba.i. for St.aff' a view that
it would be in...icule for reHllan to pay the ._ abaolu.te
amount of cOfttriINtloa •• ntail eDcI \l.en. a...l1.&'8 anc! their
end 1.18er. beaeflt fZ'Oll the c:ont.i.D'lecl apezoatiOl1 of Aaeritecn' S
network juat .. -.ell as ~rit.ch', eml ueer.. Therefore,
re.eller. sbould pay u equal allOWlt to support it: not 1esl.
Ameritecb alao caatendad that 10.. of contribution will diminish
ita incentive aDd ability to inveat in it. network.

Finally, AMrit.c:h contend. that Staff'. ..tbadology wi 11
operate in prec1..1y the .... f ••hion a. • di..llowance in • rate
proceeding. Aa-.:LA9 for the .ake of arvu-mt that r •••llere are
auc:eeeeful in oKaininl' 30t of t.he loc:al exc:!IaDge -.rkeeplace,
Ameritecn ••ti..ted tha~ ita revenues would be reduced $54 million
annually merely a•• re.ult of Staff' a pricing' formula. The
Company contende that the Commi••ion doe. not have the authority
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under either traditional regulatory principle. or the te~ of the
Alternative Regulatory Plan to reduce the Company'. cost recovery
in this manner to achieve "equity· objectives, citing Citiz'n;
otili;ie. Iplrd y. 111iQQi. Cp!mIrs' CpwI';" 166 Ill.2d 111; 651
N.!.2d 1089, 10'9. The Company argued that, for this pricing
methodology to be lawful, the Commission would have to permit
exogenous change tr••tmen~ under the Company'. Alternative
Regulation Plan. Mr. Gebhardt te.titied that this wculd simply
shift the coat burden from the resell.r'a end users to Ameritech'
end Ulers, for which there V.I no equitable j~tification. Thu.s,
the Company conteacied that Staff'. approach rai.ed •• many fairness
i ••ue. a. it purported to re.olve.

Ameritech alIa oppo.ed AT~T'. ~e.t for aD additional lot
discount b••ed an ~he •••umption that tM quality of the
provisioning and ~r.tional relatioa-hip. between re.ellers and
incumbent LEC..wil"l ba inac!equate .a.erj,tech contended _that.
Section 252(d) (3) doe. not autborize additional di.counts in the
form of advance peaaltie.. The COIIpany allo a~.~ed t.hat it did not
believe that. tbere would be differeD~ _~wa.n the -.ervices
provided by reHllere aDd ANritech, n.,.ceively, that will be
observable eo end UHrs or bave competitive COft8equencel in the
marketplace. Ameritecb auggeeted that ay carrier who believe.
that the Company' 8 new operational interfacea are inadequaee can
prelant that view to the COMmission t~h traditional avenues
(e .g ., a c01lPlaint) vIlan -all tbe nleYalle facta uc:l circU1ftlltances
can be examined. The COIIPIlfty al.o supported Staft's .ugge.t.lon
that this i.sue be dealt with in a rulemaking proceeding.

Centel

Although Cent.l haa .p'eed to perform the necessary LRSIC
stuciiea in order to illPl_nt properly the whole••la pricing
methodolO9Y ordered by the Ca-i••ioft, ~~ ecudi•• ·-will not be
completed by the concluaion of this proceecl1Ds. If Centel i.s
unable to complete thee. etucUes by the ti_ it begiDI to offer its
whol•••l•••rvic•• , tbe Commission must adopt an interim pricing
methClcology.

Centel rec~ded that it be allowed to u.e the re.ult. of
its Fully Diatributed COlt ("mc") .tudy •• tbe baai, for an acro••
the board discouat which would applied to it. current retail rates
as an interill whol•••le rate structure. Once Centel cOllPlet•• the
n.c••••ry LISle studi•• , it propos.. to a whol••ale pricing
approach very similar to Ameritecn'8 ,ceition, 1.1. • whol••ale
rate equal to the whol••ale LRSIC plu. retail concribution.
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COl advocat.. a pricing approacb conai.Cent with Staff I.
reeoaaenclaticl1 to attribute • pro rat.. eban of cOAtril:Ntion to ehe
avoided retail functions, wberey the maxillU1ll whole••le pr'lee of
.ach local exchaDte .ervice be .et equal to the wheles.le to TAC
ratio plus a pro rata contribution level attributed t~o the
whcl••ale functionalities.

NFS contends that the C~.siOft .bauld reject AT'T witness
Or. Ka••ntan'. propos.l to strip the cOlltribUticn embedeled. in
retail rate. that aoMe! retail 1.I.ItC. MJ'I atat•• that the re••le
pricing ..tboclology waeler the federal Act doe. net eliminate
contribution froll retail rate. beeauN ccmeributicm in not An
avoided co.t. MPS ccme'" tbat c:oiltr1bt.&t.it;.1 repr••••le. c,)st
recovery for jo1ne and COIllOI1 c6.ta of t~ iDCWlbent LaC' a multiple
servic... JoiDt an4 Ce-oft co.ta are coats tue are attributable
to more than one ..r¥ice and, in the interest of efficiency, are
recoverad proportionately fro- all of u....."ices. MJ'S argues
that di.allowi,. recovery of the.. ~t. in tbe rate. for a
multi.ervice carrier would cau.. tba .erv1ce. to be produced at a
hi.gher co.t by aparac. firM or nat prod\aeecI at all. both of which
would reduce c=--r welfare. 10'1 f\lft.ber argu.. that
contributioa i. DOC a~i"d merely JDecauaa 1:M LEe ••11. some of
it••ervices at wbol.s.1e. Thu., MFI ..iaeata., the Commission
lacks the p~r to discount retail rat.. beyaad ebe avoided cost
level.

Ie SYSTEMS

TC syat_ U'f\Ie. tAat the federal Ace cl.arly limits the
Conni••ion' • ti.creeion in aetting a prica for. local resold
servic••. TC 8y~... cite. lection 252(d~(3) of the-faderal Act.
which mandat.. cue tohe whal•••le rat.. will be .et by t.he
COIBi••ion -OIl eM tHuli. of retail rat•• cbaz'ved to subecribers for
tbe telec.,...icatiOM .ervice requested excluding the portion
thereof attributable to any marketicg, billing. collection, and
other co.t. tbat will be avoided by the local exchange carrier. II

Thia lanvuap, accorcU.Df to TC Sy.t.... _au eM federal Act does
not allow tbe~••ion to .et the whol...l. rate baaed on any
ether methodology than avoidUle ccst.. TC IyIIt_ theD point. out
to the Ce-i••ioa that Staff'. pro rata aban of contribution
methodology ia nat identified •• an IPPropriate local whol••ale
pricing _c:bafti_ in the federal Act, ... t.beZ'efon cannot be
acSopted by the COtMfti••ion a. its local whol••ale pric:1ng atanc1ard.
TC Systema al.o conteDu that t.he only lawful local wbele••l.
pricing 8tanc1ard that can be u••d is an avoided coat methodology .
• a was aelvocated by TC Sy.te",a in this proc.edinv. According to TC

-16-



95-0458/95-0531 (Consol.)

Sy.cems, nothing in che feeler.l Act confer. upon tbe Commiss i.on the
discretion to aet a discoune level baaed upon pro rata
contribution. Section ~S2 (d) (3) of the 19" Law refers co "avoided
cost.," not avoided coneri~ution. Hence, on ita face. TC Systems
argues that Staff' • propos.1 i. illegal, and adoption by the
Commiesion of tn. pro rata shar. of contribution metbodology would
be ~ U rever.ible error. Accorciing eo TC Sy.tems, the
Commi••ion .houle! instead aaopt a cliscoune .trictly ba••d upon
avoided cost.

Commission Copslu.ign

The federal Act grane. State cc.liaaicma the authority and
di.creeion to properly .et the whole.ale rae... A plain reading
of Section 252(d) () of the federal Act indicate. that this seccion
doe. not, in and of it.elf, set the whole.ale price for the State
commi.sion.:

(c!)PRICIW STAlmUDS...
(3) WHOLESALE PRICES FOR TlLleoMIifDBIc:ATIOHS
SDVIa&- For the purpo.e. of ••ction
251{c) (4), a State commi.s1on shall determine
wbole..le rate. on the basi. of retail rates
charted to aub.cribers for the
teleco..un1cat1ons .ervice reque.ted,
exclud1ag the portion thereof attributable ~o

any marketing, billing, collection, and other
co.t. tba~ will be avoided by the local
exchange carrier.

(empha.is suppliecl.)

The .iDgle moat lit1g.~.d i.aue in thi. proceeding concerns
the ir.eerpret.aeion of this section. There ia great dispute among
the parties a. to tM acope of ehe Ca-t•• ::LOD' a authority i.n
••tting th. whel...le raee. E••entially the i8sue ia: whether the
Commission can Ht a pricing methodology for wboleaale rates or did
Congre.. establiah the methodology, and cur role a. a State
Commis.ion ia only to fill in the blank. in the equation prOVided?

Thie com.i.aion ia of the opinion that if Section 252(d) ()
wa. meant'. to .et the wholesale rate for the C01IIIIli.sions, then
Congre.. would have la8eCS the words "equal to· rather than the· word.
"on the basi. of.- Inatead the Act plainly 8e~. fort.h the basis
for determining a wbole.ale rate. The ward -basis- naa a much
different. definition than the word Mequal.-

The AlMJricaD Herit.age Dictionary, geCOftd College Edition,
(1982) define. the word ·~ai.· as the following:
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1. A eupportiDB el~t; fOUAcSat1oD. 2. The cbief
component of .~thing. 3. The e•••ntial principle.

Similarly, Web.ter. New World Dictionary, Second Colleg_ Edition,
(1915) define. "ba.i.- a.:

1. th. ba.e, foundation , or chief 8upporting factor of
anything. :a. the principal constituent of anything 3,
tba fundamental principle or theory, a. of a .ystem of
knowledge.

Both definit1oft8 clearly indicate that wben OD. u••• the word
"ba.is, - one coat..,lat.. that there Call be -ore -- another
".l_nt· or -factor- en' ·COIIPcmeDt. - The 1IOZ'da ·Oft the baais of. II

therefore. an to be interpreted. .a -uiDl t:1-.at ",Stat. col\lllli.sion
rau.t decide the whole.ala pricing m.tl:.....do.. c..1Y ,b' ueed. This
metbodology can incoz:por.te other e!.lIIIQ:1te ; ...-' ar: "he '.. lements
listed in Saction 252 hi) () naaaely ·,il. ~ng, collection.
marketing, etc - By U.iDI the ward -ba.i., - CODgre•• granted State
commi••ion. latitude in ••tting a proper whole.ale rate.

Tbe Ca.a1••ioa awnea with Staff witae•• Jam:Ungs that in
removing the avoided ntail coats in reacb1Jll a whale.ale rate. a
pro-rata .bare of COIltrUution perta1a1ag to avcicied retail
functiona mu.t alao be r.~. Thi. i. ~ add!tional Melement"
or "factor- or ·cOllPOftel't- that thi. COIIa1.1_ u. the authority
and discretion to conaider UDder the federal Ace.

Mr. Jemung" ..tbodolOlY i. cOMIi.cent witb section 252 (d) (3)
becaus. it i. ba••d upon the concepc of rellOViAg avoided cost. trom
the retail price to reach a whol•••le price aDd it place.
competitive preeeure on the incumbent r.ac. Tbe incumbent LEe is no
longer entitled to the catire aaou.nt of tAe c:ontr1bution. The
contribution tut the iDCN8ltMlnt currently neei... i. -ba8t1d upon it
proViding a full anay of ••:rvice., iDcludiDi tha retail function.
With the incu.beat LIe p~i4in, fewer "rY1c•• , there ~8t soma
reduction in the UlDUDt of contribution that it nce!ve•.

Jlejecrtiag .eaff'. PZ'OPOHl would lead to an UDrea.onable
result that would be iAcoui.tent with the feeleral Act, a. well a.
this Cem.1••Loa'a policy of promoting co.petitlon. If a pro-rata
snare of COIltrUNtiOll pertaining to avoicled retail fUDctions is not
removed 111 ••tt.iq a wbcle••le rate, ebe inCNUeDt LEe would be
immune frOB any cOMpetltive pr•••ure.

Competitive pn••\lft em both the incu.....t I.ICa. a. well &11

n.w entrant. into the local exchange market, i. kay to a properly
.stabli.heel wbol••ale/re_le market. 'uch pre••ure would be
exerted in t.~ of pri.ce, co.t. ud ••rvice quality. This
cO,mpetitive pre.~e ensures that market participant. will b. as
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efficient .. po••iDle. CO'I'ftPetition will benefit the consumer
because the incUitbent LEC and it. competitor. 1lU8t constantly
prOVide the beet pc••ible quality, price and ••rvice in order to
survive. If the fed.eral Ac:t taken a. a whole, intencla to increase
local competition, then Section 252(D) (3) mu.t be interpreted in a
manner that is con.i.tent with thi. intent.

. It is clear that Congre.. intended that incumbent ~C. would
experience competitive pre.aure a. competition increa..d. A view
that the federal Act in.ulatee the in~nt LEe from the harmful
effect. of competition i. u.nr...onable. The problem with
Amaritech's pricing proposal i. that it i-=i... it from the
effecta of cOlllpetition. ~ritech'a wbcl_l. pricing methodology
place. the incullbent LEC in • win-win poeitiOZl. UftC1er Amerit.ech'.
pricing .ch..., which only remave. avoided cc.ta era. the retail
price to reach a wbcl...le price, the inCWlbat LEC will not suffer
a 10•• of any profit••• it 10••• Mrk.t ahara to re••ller.. The
re.eller., in effect, beca.e an outside ••1e. force that will, if
anything, generate an iAcr.... in gro....le. for the incumbent
LEe. With profie. unaffected by 10•• of market share, competicion
would not exert uy competitive preaaure on the incumbent LEe.
Th1. re.ult ia a1~ly inc0ft81atent with the iDeent of the f.deral
Act. section 252 (d) (3) of tha federal Act au8t be interpreted on
its own a.nd in conjunction with the entire federal Act. In the
context of tM _tire feeleral Act, this ••ction allowa this
CQlllfti••ion the eli.cntion to Me a wbcl...le price in a -.rmer that.
place. .cme competitive pre••ure on the 1ncumbeat LlC, as local
competition incr•••••• thareby creating effective competition.

Ameritech'. .~t that adcptiOD of Staff'. propo.ed
methociology will cauee a significant c!rop in revenues i.8 not a
convincing argumant to support it. own ..tbodology. In reality,
the oppo.ite i. tZ\J,e. Mi••ing from ~rit.ch'. n\lllbttr. i8 the
reduction in profit that it. own prapae.l will inflict a8

competition iD.CZ'MM.. .. believe that the.re-= that· thi. number
i. mi••ing ie bacauee there would .be nc net loa. in profit to the
incumbent LlC wuler ~r1t.oh'a propo••l. Adoption of ....ritech' s
prol)oeal. when 10.. of market abare would baye no i1llpact on
profit, would OIlly enate tbe 111u.1= of cOllP4ltiticm.. This would
be inconai.tent with th. intent of the feeteral Act and the policy
of thi. Commi••ian to proeot. competition.

Amer1tech'. ~t that contribution 1. co.t recovery and
not profit i. unpersuaaive. The Commi••1on under.tanda ebat some
of the eontrilNtiOl1 that AMritac:h receive. i. allocated to cover
expenee. . The eo-1••ioa 1. no~, however, nllOY1Dg the recovery
of all cont:riJ:Nticm ..1IOCi.at..d wit.h the p&"OYi.ion of whole.ale
••rviee.. In fact Staff'. propo.ed methodology all0W8 Ameritech a
reasonable level of profit on it. whole.ale bUll;'.... The 10•• in
contribution occ:ur. because the wholesale buain... i. not and
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should not be •• p~fitabl... ~ba r.~ail ~ift.... A8 stated
abov.. thi8 i. bee.",.. the inc\lmben~ LEe i. providing le.. service
-8 a whol•••l. provi4er.

Thi. i. al.c an i.au. of fair.ne... If a pro ra~a share of
contribu~ion i. no~ inclw:lec:l in the determination of wholesale
rate.. whole.ale cueeo-ar. would pay a greater mark-up on
incre.ntal co.~ thaa would retai.l cu.~OIIIar. - - making who1•••1.
mOre profitable tbarl ~tail. Thia re.ult -ould be unfair, a8 ",.11a. anti-c~.tit1Ye.

In acldieicm, Staff'. metbaclology .bould be applied on a
"individual .ezoyic:e el_aC· ••1. rather tblm a -.e:vice family"
ba.i.e. Th1.....ftNlcb a.,.,icl8 w:meoe.MZY &Dd UIIde.irul. variati.on
in the contr1lNtiOft arg1D between eM conwtpODC11ng wbole.ale and
re~ail ven:i.OIUI of the ._ "Z'Yice. Thi. approach is also
conai.tent wieh eM f .....l Act, which deeCI'1be. ehe \"holttcale rate
calculaeion ..tbodology for "tbe teleco..~icatioft. service
requ••t.d.... • .ection 252(4) (3) (-.pba.i. added).

The Commi••iaD. accord1Dtly, reject. ATaT'. iDterim pricing
prcpoaal. AT.T' a u.. of a \IIlifol'll eliecowat. rathel- eban ••ervice­
by-.el"Vi.c. cli.acouat would. eftCCNZ'_ c:_rry pickiDg of the meat
profitable ••"1... In adclieioa, AT.T'. 'zep08al .tZ'\lc~ure. the
whole.ale/rea.le -.rket in a way that guaraat... ehat resale i.
profitable. Tb1. would DOt be coaai.tent witb thia Commi••ion's
poli.cy r ..U'diag CQIIPtItitiOft. c:a.petiticm ehou1d be encouraged
only to ebe ext.at that it i. ecoeoaically f ...ible.

With reepece to AT.T aBd Mel'. propoeal to pric. wholeaale
service. at LRlIC, the Cc.ai••ion i. of the opinion t:hat this
methodology would DOC nfficiently cOIIIpen••te tt.inC\Ulbent. LEC for
the coat••••ociated with off.riD! whol••al..."ic... Whclesale
LUle. by t1ef1DitiOll, exclude. the poRion of cal 01\ cOSt. that
would be incurrad iD the proc••• of prov1diDi wbcl...le ••rvices.

Effect1.. COIIP8titiOll, which i. t:h. iDteDt of the federal Act.
require. ~~it~ aDd Centel to 10.. SOMe CODtriDution when they
10••• cu.&-.. to a c....tieor. If tM. were DOt the ca•• ,
Ameritecb aDd ceD&el would feel no competitive ,re.aura anel. thus.
would not have aay iDCefttive eo provide bigbel' quality service.
The C~••1OD, therefore. adapt. Staff'. propo.ed pricing
methodology for ..ttiag wboleaale price.. Centel baa atated that
it will taJul approxi..tely aix IIIOnty to COIIIPleee COIIt .cudiell. In
the interill, ebe c:c.aie.lon will .elopt Staff' 8 pZ'OPO.al to set
Centel'. di8COUftCe equal to tho.. di.COUD~e offered Dr ~rie.ch
uneil appropr1.~. c:oIIt .eudie. are cCtlplet;ecl. W••poe. wit:h Staff
that the cl1.couaea are to be reflective of avoided coat. on a
serviee-element-by-••rv1ce-elemene ba.i••
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